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The goal of this paper is to discuss the functions of a port hinterland, 
perform comparative analysis of existing port-type FTZ regulations and 
systems in Taiwan and Korea based on a port hinterland perspective, and 
provide recommendations concerning relevant policies and measures to gov-
ernment.
This paper’s findings can be summarized as follows: (1) Existing container 
terminals in Taiwan confronted with serious land shortage problems need to 
revise terminal layout and construction from a port hinterland perspective as 
well as Korea’ modal. (2) The functions of port-type FTZs should be coordi-
nated with local industrial development models based on a port cluster 
perspective. (3) The Taiwan custom authority should ease existing inspection 
regulations and mechanisms to ensure the freedom of operating activities and 
management systems in the FTZ. 
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I. Introduction
Ports handle ships and cargo within a framework of economic efficiency.1 Ports range 
in size from small wharfs to very large centers with many terminals and clusters of 
industries and services. Ports should be seen as key elements in value chain systems; 
they contribute to supply chains through the creation of competitive advantages and 
value-added distribution.2 Ports play important roles in the integration of three types of 
channels, namely trade, logistics, and supply channels.3 The movement of cargo and 
ships through ports attracts related economic activities such as shipping, forwarding, 
and other transport activities. Cargo-handling activities, transport activities, logistics 
activities, specific production activities, and specific trading activities may be referred 
to as “port cluster activities.” Ports are elements embedded in value chain systems.4 
 Port systems not only serve as integral components of transport systems, but are also 
major sub-systems of broader production, trade, and logistics systems. Ports have 
always contained clusters of economic activity. A seaport's success depends heavily on 
hinterland access, and the quality of hinterland access depends on the investments of 
firms in the port cluster. 
Establishment of free trade zones in Taiwan was listed as an important project by the 
“Challenge 2008—Six-Year National Development Plan,” and the government promul-
gated the “Act for the Establishment and Management of Free Trade Zones" (hereafter 
referred to as Taiwan’s FTZ Act) in July 2003. This Act is intended to foster the develop-
ment of new operating models for international logistics and management schemes, 
accelerate trade liberalization, enhance national competitiveness, and facilitate national 
economic development.
A free trade zone refers to an area which is situated within a controlled district of an 
international airport or international seaport approved by the Executive Yuan, or of an 
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adjacent area demarcated as a controlled area, and which is an industrial park, export 
processing zone, science-based industrial park, or other area approved by the Executive 
Yuan for the establishment of a controlled district intended for the purpose of 
conducting domestic and foreign business activities, and in which a comprehensive 
goods tracking system can be connected with the controlled district of an international 
airport or seaport by means of technological facilities. 
The main goals of free trade zone are to extend the current functions of the Global 
Logistics Development Program, cope with intense competitive pressure from the 
external environment (i.e., China, Hong Kong, Singapore, Japan, and Korea are 
aggressively setting up free trade zones), deregulate current operating procedures for 
transshipment and re-export after processing, and realize the economic potential of 
seaport or airport hinterlands. 
As specified by the Council for Economic Planning and Development, Administrat -
ive Yuan, the essential characteristics of free trade zones are simplified business 
transaction procedures, free flow of commodities within the FTZ, exemption from 
customs administration and customs clearance procedures, 72-hour landing visas for 
foreign persons engaging in business activities within the FTZ, and other preferential 
measures.
The results of a survey conducted by the Chung-Hua Institution for Economic 
Research indicate that the value of FTZ exports and production increased by an average 
of NT$120 billion and NT$88 billion respectively each year during the period of 
2003-2007, and that FTZs created approximately 170,000 job opportunities during the 
same period. In addition, FTZs reduced trading and logistics costs by more than 
NT$200 billion by 2008.5 
During the past two decades, many Taiwanese businesses have transferred capital to 
China and established manufacturing plants or subsidiaries in order to take advantage of
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less expensive raw materials and labor, more available land, and the opportunity to enter 
the potentially huge Chinese market. In contrast, foreign and overseas Chinese 
investment in Taiwan is increasing only slowly. From the standpoint of government, 
free trade zones are considered an effective way to attract investment from Taiwanese 
and foreign enterprises, although their performance is hard to judge at present. Much 
depends on the future implementation of the “Three Links” (direct mail, trade, and 
shipping links) with China; this issue remains unresolved, however, as negotiations 
between Taiwan and China were interrupted for several years after Taiwan held 
presidential election in 2000.
Compared with neighboring countries such as Korea, the development of port FTZs 
in Taiwan has been relatively slow. There is still considerable doubt in Taiwan 
concerning whether existing incentives and good FTZ locations will be sufficient to 
induce foreign or Taiwanese firms to invest in FTZs.  What types of industries are most
suitable for FTZs? For its part, the Korean government enacted the  “Act Governing the
Establishment and Management of Customs-Free Zones for Fostering International 
Logistics Centers,” and announced an enforcement ordinance in March 2000. The 
aforementioned Act was amended as the “Act Governing the Establishment and 
Management of Free Trade Zones” in 2004.  Korea's major Busan and Gwangyang 
container ports are within the applicable scope of port free trade zone development, and 
Korea has been focusing on the development of world-class logistic hub centers in 
northeast Asia. Taiwan and Korea belong to the same group of economically developed 
countries in Asia that are quickly establishing and developing port FTZs. This paper 
relies on a port hinterland perspective to perform comparative analysis of the 
differences between the port FTZ policies of Taiwan and Korea in terms of goals, areas, 
marketing targets, and incentive measures.
This paper seeks to:
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1. Examine existing port FTZ regulations and systems in Taiwan, and determine 
whether the real performance of Taiwan’s port FTZs achieves the original goals set by  
government.    
2. Perform comparison and identify differences between the port FTZ laws and 
regulations in Taiwan and Korea.
3. Provide suggestions to the government of Taiwan concerning the revision of 
current port-type FTZ policies.
II. Review of Free Trade Zones and 
Port Hinterland Perspective
FTZ experiences in many countries, chiefly East and Southeast Asia, Latin America, 
and Africa, have been evaluated with regard to a wide range of issues, including macro-
level issues such as job creation, technology upgrading, and foreign exchange earnings, 
and also micro-level issues such as firm and industrial performance, wages and work-
ing conditions and industrial level.6
Miyagiwa7 claims that achieving a higher national income and a lower level of 
unemployment is dependent upon FTZs' location within the economy. The chief goal 
of a free trade zone is to facilitate export-oriented industrial development. Most well-
developed free trade zones around the world offer a variety of benefits to the compa-
nies that operate in them. These benefits include tax exemptions, duty-free imports, 
and personnel recruitment services.8 The main advantage of a free trade zone is that it 
permits the free, unhindered import of various materials and components for assembly 
and manufacture for subsequent export without duties and taxes. Frankel9 confirmed 
that benefits to the host country are usually obtained from large infrastructure and 
other investment, technology transfer, employment and jobs, added port and trans-
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 port revenues or transport cost savings, foreign exchange earnings in the form of 
investment, salaries, and port or transport fees paid in foreign exchange, and attraction 
of export and transshipment revenues.
Furthermore, Ghanem10 concluded that FTZs offer economic incentives including no 
restrictions on investment activities, reduced tariffs for importation to the home market, 
freedom of importation from domestic or foreign markets, exemption from taxes and 
duties, and exemption of capital assets from customs duties. Free trade zones provide 
the same export policies to those foreign and domestic firms within a designated 
geographical area. In addition, income tax incentives and extremely liberal foreign 
exchange regulations are offered in most FTZs as additional incentives to firms 
engaging in export activities.11 
Free trade zones are established with the objective of having a positive effect on the 
economy. From a national perspective, governments look for the following outcomes 
from free trade zones: generation of foreign exchange earnings, provision of jobs and 
creation of income, attraction of foreign direct investment, and promotion of  technolo-
gical transfer. FTZs encourage activities such as assembling, packaging,  disassembling, 
storing, cleaning, exhibiting, re-packing, distributing, sorting, grading, testing, 
labelling, repairing, combining with foreign or domestic content, and processing.12 In 
line with past experiences in other countries, the free trade zones established in Taiwan 
have had the economic effects of attraction of foreign capital investment, enhancement 
of foreign currency earnings, expansion of employment, promotion of technology 
transfer, improvement of local industrial economics, expansion of port operating 
revenue, and attraction of cargo consolidation and transhipment business.13 
Most of the world’s FTZs have the similar objectives of attracting foreign investment, 
promoting industrialization, creating job opportunities for local labour, gaining access 
to foreign knowledge and technology, and generating economic benefits for the host 
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countries. Incentive packages offered to foreign investors are key elements of FTZs. 
These packages include unlimited duty deductions or exemptions from import duties 
on raw materials, intermediate inputs, and capital goods used in the production of 
exported products; exemption from the payment of sales tax on exported products and 
on all goods and services purchased domestically and used in the production of exported 
products; tax holidays, rebates, or reduced tax rates on corporate income or profits that 
are linked with corporate export performance or with exports as a percentage of total 
production.
Jin and Li14 argued that designated port hinterlands integrating logistics, trade, indus-
try, distribution and livelihood functions, etc, facilitate logistics services and value-
added services through linkage between the hinterland and various destinations can play 
major roles in national economic development. Li15 suggested that port hinterland areas 
may be classified as infrastructure and superstructure, where the former include drain-
age, power, energy, and roads, and the latter include warehouses, buildings, convention 
center, logistics facilities, greenbelts, parks, and other facilities. Yang16  prop osed that, 
in order to improve efficiency and support essential logistics facilities (including hinter-
land distribution, processing, fabrication, and packing facilities, etc.), port hinterland 
development strategies should reflect the relationships between facility clusters and 
land use functions, such as through tight concentrations of functions and facilities, or 
through linkage between port and hinterland.
The Korean Port Law defines port hinterland as space for the establishment and 
development of a port’s supporting facilities and waterfront facilities. The hinterland 
areas of international trading ports are expected to create added value, strengthen 
port-related industries, and boost users’ convenience. The 2003 “Study of the Devel-
opmental Directions and Prospects of Pyeongtaek Port in the 21st Century,” 
published by the Korea Maritime Institute17,  suggested that the purpose of port hinter-
land is to facilitate and promote port functions such as high value-added services, 
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reduce logistics costs, and directly foster port-related industries. Port hinterland 
functions include logistics, fabrication and processing, and waterfront recreation 
functions etc. (see Table 1). It is therefore necessary to use hinterland areas for various 
purposes reflecting different functions. The 2002 “Integrated Port Hinterland Develop-
ment Project,” published by Korea’s Ministry of Maritime Affairs and Fisheries, 
describes the basic concepts and functions of port hinterlands, and encompasses their 
logistics functions, fabrication and processing functions, commercial and business 
functions, waterfront recreation functions, and port-supporting functions.
Korea Maritime Institute & Cun-Ang University18 concluded that the key factors 
determining the success of a FTZ hinterland can be summarized as management and 
strategic advantages for global enterprises, appropriate functions and type of free trade 
zone, scale of hinterland economic area, soundness of investment conditions, efficiency 
of infrastructure facilities, and character of the socioeconomic culture. KMI19 proposed 
that the chief factors determining the success of a FTZ are adequate infrastructure facili-
ties, simplified customs clearance procedures, preferential tax measures, a highly-
qualified labor force, and an advanced integrated information system. Yang20  suggested  
that factors determining tenant enterprise willingness to invest in an FTZ can be classi-
fied along various dimensions, such as political-economic environment port hinterland 
development strategies should reflect the relationships between facility acquisition of 
materials), cost dimension (cost of labor, energy cost, port duties, tax incentive terms), 
and infrastructure dimension (services, location, facilities).
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<Table 1 > Classification of Port Hinterland Functions
  
Source:KMI21
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Commercial
and business 
function
Apart from major transshipment and storage functions, 
commodity promotion, exhibition, and conference-related
functions established in fabrication or processing areas 
Exhibition centers, business facilities, convention centers,
restaurants, lodging, and entertainment facilities 
Educational, research, and venture facilities, etc. 
Educational, research, and venture business functions in port
hinterland areas contributing to the development of 
sustainable logistics and port industries R&D and
venture
function  
Chief
function 
Investment 
facilities
Chief
function 
Classification
facilities
Logistics
function 
Classification
Large scale transshipment and storage functions, some
fabrication, processing, labeling, packing, and other value -
added service functions, and certain supporting functions
from container terminal 
Logistics warehouse, distribution center, storage warehouse,
and empty container storage yard 
Fabrication facility, processing facility, and other related
auxiliary facilities
Leisure, recreation, maritime park, etc. 
Employs the outer edge of waterfront facilities to provide
certain leisure and entertainment functions to local residents
and port users
 
Large-unit value-added logistics services focusing on cargo
fabrication and processing, and not including transshipment,
storage, and other basic logistics functions 
Function  & 
facilities Content
Fabrication and
processing
function 
 
Waterfront 
recreation
function
 
Chief
function 
Investment 
facilities
Chief
function 
Investment 
facilities
Chief
function 
Investment 
facilities
III. Review of Port type Free Trade Zones 
in Taiwan and Korea
1. Port Free Trade Zones in Taiwan
Article 1 of the “Act for the Establishment and Management of Free Trade Zones” 
enacted in July 2003 declares that port free trade zones are to be established for the 
purpose of developing global logistics and management systems, effecting aggressive 
promotion of trade liberalization and internationalization, facilitating the smooth flow 
of personnel, goods, funds, and technology, upgrading the nation's competitive capacity, 
and furthering national economic development.22 Furthermore, based on the aforemen-
tioned Act, the government of Taiwan has assigned port authorities responsibility for 
planning and formulating management regulations such as the 2004 “Regulations 
Governing Entry, Exit, and Residence in the Keelung Free Trade Zone.” The Executive 
Yuan established four other free trade zones, namely the Kaohsiung Port, Taipei Port, 
Taichung Port and Taoyuan Air Cargo Park FTZ in 2005(See Figure 1). 
The management authority of an international airport or an international seaport may 
draft a planning report concerning the feasibility of developing an FTZ and an operating 
proposal for a particular piece of land under its control, and may apply to the central 
government's competent authority in charge of relevant industries, which shall in turn, 
after having consulted with and obtained the consent of the local municipal/county/city 
government where such land is situated and the Ministry of Finance, and having 
selected a candidate management authority for the proposed FTZ, forward the same 
together with a management proposal to the Executive Yuan for its approval of estab-
lishment of an FTZ (Article 6).
A free trade zone refers to an area which is situated within the controlled district of an 
international airport or international seaport approved by the Executive Yuan, or of 
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an adjacent area demarcated as a controlled area, and which is an industrial park, export 
processing zone, science-based industrial park, or other area approved by the Executive 
Yuan for the establishment of a controlled district intended for the purpose of conduct-
ing domestic and foreign business activities, and in which a comprehensive goods track-
ing system can be connected with the controlled district of an international airport or 
seaport by means of technological facilities (Article 3(1)). 
FTZ enterprises may be approved to engage in trading, warehousing, logistics, collec-
tion and distribution of containers, transiting, transshipment, forwarding, customs clear-
ance, assembling, sorting, packaging, repairing and fabricating, processing, manufac-
turing, displaying, or providing technological services within an FTZ.  
Preferential incentives for FTZ enterprises include:
½GGGoods transported from overseas into a free trade zone by an occupant enterprise 
for its operations shall be exempted from customs duties, commodity tax, business tax, 
tobacco and wine tax, public health and welfare dues on tobacco products, trade promo-
tion service fees, and harbor service dues.
½  Machinery and equipment transported from overseas into a free trade zone by an 
occupant enterprise for its own use shall be exempted from customs duty, commodity 
tax, business tax, trade promotion service fees, and harbor service dues. 
½  The business tax rate on goods sold by a business entity in a tax zone or a bonded 
area to an occupant enterprise for the latter's business operations shall be zero.
Taiwan’s FTZs can benefit tenant companies in many ways; with regard to functional 
aspects, they can provide various kinds of production and international trade services 
including transshipment, distribution, reassembly, consolidation of containers from 
different countries, simple processing, and in-depth processing. They can save as much 
as 95% of the time required for logistics, and simple or in-depth processing can boost 
added value by 4-30 times. With regard to goods and equipment within an FTZ are 
exempt from taxation, and goods within FTZ are exempt from the payment of import 
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duties, commodity tax, business tax, tobacco and wine tax, health donation for tobacco
products, trade promotion service fees, and harbor service fees, thus providing 
substantial cost savings. With regard to efficiency, since FTZs are designated as being 
within the national territory but outside the customs territory of Taiwan, goods in an 
FTZ may be transported freely without examination, inspection, customs clearance, or 
escorted shipment. Goods thus enjoy freedom and flexibility of movement to a high 
degree and can be subjected to value-added processing, allowing companies to take 
advantage of transient trade opportunities before they disappear. 
As for service aspects, FTZs offer single-window services and allow companies 
autonomous management, providing streamlined administrative services that are both 
quick and convenient. With reference to deregulation, FTZ enterprises can hire foreign 
workers for up to 40% of their total work force, and highly flexible manpower arrange-
ments are provided. Free trade zones can take advantage of the “within physical 
territory, but outside the customs territory” concept to liberalize trade administration 
and use logistics to drive manufacturing in conjunction with liberalized customs proce-
dures. FTZs consequently perform a better operating environment and greater trade 
opportunities for manufacturers.23
Total container handling throughput of Kaohsiung port reached 9,676,554 TEUs in 
2008, and this accounted for 73% of  Taiwan’s total container volume. The port’s steve-
doring costs have dropped sharply and its efficiency has improved continuously after 
port operations were opened to private companies in January 1998.
The Kaohsiung Port Free Trade Zone has a designated area of 397.69 hectares and 
began operating in January 2005. While the port free trade zone continues to provide 
container-related operating services, the designated scope of the FTZ is confined to 
wharves 34-35, the third container center’s rear area, the area around the fourth 
container center’s elevated interchanger, and the area at the rear of wharf 122, which 
will be used for the expansion of international logistics and other services (Refer to 
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<Table 2 & Figure 2>. Furthermore, the Port of Kaohsiung allows production and manu-
facturing, trade, logistics, and distribution incentives.
<Table 2 >  Development Area of Kaohsiung Port FTZ
Source: Kaohsiung Harbor Bureau24
The Free Trade Zone Coordination Committee notes that the government is now 
actively pursuing development of FTZs, and that FTZs can begin operating after the 
Ministry of Transportation and Communications issues licenses. Operations began in 
Keelung in September 2004 and in Kaohsiung in January 2005.
As Table 3 shown the projections of the Keelung Harbor Bureau, the Keelung Port 
free trade zone will attract about NT$1.115 billion in investment and generate 400 jobs  
during the initial period of full operation. Production value inside the port FTZ will 
increase by approximately NT$694 million. The Kaohsiung Harbor Bureau anticipates 
that the port FTZ will be integrated with neighboring areas, including a multi -functional 
trade park, an economic processing zone, Taiwan Sugar’s Kaohsiung logistics 
park, Kaohsiung International Airport, and inland container yards, yielding a 
multiplier effect. After its inauguration, the Kaohsiung Port FTZ will attract
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approximately NT$3.45 billion in new investment, provide 500 new jobs, and boost the 
production value of port free trade zone enterprises by about NT$1,200 million. hence, 
The two harbor bureaus estimate that the free trade zones will attract an initial 
investment of about NT$4.56 billion and generate at least 900 jobs, the companies 
operating in the zones will add around NT$1.9 billion in annual production value.25   
On the other hand, to review the effect of port-type FTZs on national economy, the 
free trade zone statistics released by the MOTC in 2009 indicate that total cargo volume 
has increased from 8.89 thousand tons in 2005 to 1,377.9 thousand tons in 2008; total 
value of trade has increased from NT$1.202 billion in 2005 to NT$113.050 billion in 
2008; and the total number of tenant companies rose from 18 in 2005 to 145 in 2008. 
When the anticipated and actual figures for Taiwan port FTZs in 2007 are compared, 
however, in contrast to the projected figure of NT$232.754 billion, the actual figure is 
NT$59.867 billion, yielding an achievement ratio of merely 25.72%. This implies that 
the real performance of port FTZs lags far behind the government’s original expecta-
tions (refer to tables 4, 5 & 6). However, FTZs in Taiwan have yielded economic 
benefits that include attraction of foreign investment, increased foreign exchange 
earnings, job creation, promotion of technology transfer, enhancement of local indus-
trial growth, increased port operating revenue, and encouragement of cargo consolida-
tion and transshipment businesses.
<Table 3> Anticipated Performance of Kaohsiung and Keelung Port FTZ
  Sources: Center for Economic Deregulation and Innovation 26
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A Comparative Analysis of Free Trade Zone Policies
In Taiwan and Korea based on a Port Hinterland Perspective
<Table 4 > Estimated overall economic effects of Taiwan port FTZs 
Sources: Center for Economic Deregulation and Innovation27
<Table 5> Actual Total Cargo Volume and Trading Number in the FTZs
                                                                                          Unit: 10,000 Tonnages, NT$ 100 Million
  Source: Ministry of Transportations and Communications28
287
27 Executive Yuan (2006), supra note 5.
28 Ministry of Transportations and Communications (2009), http://www.motc.gov.tw
Investment 
2003
2,000 3,500 4,000 5,000 5,500 20,000
120,742 124,950 129,304 133,811 138,474 647,281
82,207 85,072 88,037 91,105 94,280 440,701
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281,441
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Capital Amount
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G
G
Kaohsiung port FTZ 
Taichung port FTZ 
Keelung  
Taipei port FTZ 
Taoyuan Air Cargo Park FTZ 
<Table 6> Actual Total number of Tenant Companies in the FTZs
  Source: Ministry of Transportations and Communications29
<Figure 1> Geographical location of Taiwan’s port FTZs
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Port Name Operation date
2004.9
2005.6
2005.12
2005.1
2005.11
2005
Keelung Port FTZ
Taipei Port FTZ
Taichung Port FTZ
Kaohsiung Port
FTZ
Taoyuan Air Cargo
Park FTZ
5
1
4
8
0
18
2006
9
1
10
15
75
92
2007
11
1
20
19
80
131
2008
10
2
25
25
83
145Total Amount 
A Comparative Analysis of Free Trade Zone Policies
In Taiwan and Korea based on a Port Hinterland Perspective
<Figure 2> Designated Area of Kaohsiung Port’s FTZ
2. Port Free Trade Zones in Korea
Korea has introduced a customs-free zone system to transform its airports and seaports 
into international logistics centers and attract international logistics firms. The “Act 
Governing the Establishment and Management of Customs-Free Zones for Fostering 
International Logistics Centers” (“Customs-Free Zone Act”) was enacted in 1999, and 
specific areas within Busan and Gwangyang ports were designated customs-free zones 
(CFZs) in January 2002.30 
Korea’s customs-free zones and free trade zones were operated separately until 2003; 
the former was intended to promote logistics and the latter intended to improve the 
foreign investment environment and lay a foundation for making Korea an economic 
and logistic hub in northeast Asia. The establishment of free trade zones is generally the 
responsibility of the Ministry of the Industry and Energy, but the Ministry of Maritime 
Affairs and Fisheries bears responsibility for ports and their hinterland areas. After the
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introduction of a real FTZ system in April 2004, the logistics areas of Busan New Port 
and Gwangyang Port were designated FTZs, and major incentives were offered to 
encourage foreign companies to invest in high value-added and knowledge-based 
enterprises. As Figure 3 showed geographic location of Busan and Gwandyang port; 
Figure 4 presented the FTZ scope of Busan port and Gwangyang port. Current 
regulations divide FTZs into the three categories of production facility zones, logistics 
facility zones, and support facility zones. The Korea Maritime Institute has projected 
that FTZ development in the hinterlands of Busan and Gwangyang ports will add 90,888 
jobs and 11.84 trillion Korean Won in economic value by 2011.31
The Act Governing the Establishment of Export Free Zones, which was promulgated 
by Act No. 2180 on January 1, 1970, was wholly amended into the “Act Governing the 
Establishment of Free Trade Zones” on January 12, 2000, and the title of the latter was 
changed into the “Act Governing the Establishment and Management of Free Trade 
Zones” on March 22, 2004.32
The term “Free Trade Zone” in Korea means a zone in which free activities of 
manufacture, logistics, distribution and trade are guaranteed with the legal assistance of 
special measures prescribed by relevant laws, including the Customs Act and the 
Foreign Trade Act (Article 1). The purpose of this Act is to recruit foreign investment, 
promote trade, facilitate international logistics, and encourage regional development, 
etc. via the establishment and operation of free trade zones in which free activities of 
manufacture, logistics, distribution and trade, etc. are guaranteed (Article 2).
The Ministry of Commerce, Industry and Energy may, upon receiving a request from 
the head of central administrative agency or mayor/governor, designate an area as a site 
for a free trade zone (Article 7).The Ministry of Commerce, Industry and Energy in the 
case of any industrial complex, the Ministry of Construction and Transportation in the 
case of any airport, any distribution complex, or any cargo terminal, etc. and the 
Ministry of Maritime Affairs and Fisheries (MOMAF) in the case of any harbor and its  
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hinterland in any free trade zone are required to act as the administrative authority in
order to ensure the systematic management of a free trade zone. 
The administrative authority shall perform the following tasks in order to administer 
a free trade zone: (1) assist business activities carried out by resident and supporting 
enterprises; (2) maintain and manage public establishments; (3) facilitate international 
operation of various facilities; and (4) perform other official business needed in FTZ 
administration or operation.
FTZs make an important contribution to national economic growth by promoting the 
recruiting of foreign investment, promoting international trade, harmonizing 
international logistics, and fostering local development. Free trade zones are authorized 
by the Minister of Commerce, Industry and Energy following application by the central 
government, a mayor, or a provincial governor. The zones can be set up in industrial 
complexes, airports, or ports and their supporting facilities, such as industrial or 
distribution complexes or cargo terminals. These facilities must meet certain standards 
specified in the applicable laws and regulations.
The MOMAF will soon authorize and manage as free trade zones some MOMAF 
areas now being developed at Busan and Gwangyang ports. In addition to being 
designated free trade zones, wharves and MOMAF support facilities at Busan and 
Gwangyang ports were also authorized on October 30, 2003 as core MOMAF areas of 
the free economic zones at Busan/Jinhae and Gwangyang port. The free economic zones 
provide attractive living conditions for foreign investors by establishing hospitals and 
schools intended exclusively for foreigners. The designated areas of FTZs are 
comprised with Busan port(PECT, Gamchon, Busan Newport, Yongdan, West 
Gamchon), Gwanyang port and Incheon port(See Table 6).
Korea’s FTZs allow occupant companies to freely engage in manufacturing, logistics, 
distribution, and trade activities. Applicable business categories include (1) unloading, 
transportation, warehousing, exhibition, multi-functional logistics businesses (packing, 
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repair, processing, assembling), and international logistics businesses in port FTZs; (2) 
wholesale businesses mainly handling imports and exports; (3) manufacturing businesses
exporting goods equivalent to more than 50% of sales; and (4) foreign-invested manu-
facturing businesses. 
Foreign-invested companies must meet two conditions: (1) foreign investors must 
own more than 10% of the total number of shares or the total equity amount of a Korean 
company, where the right of resolution is granted to a foreigner who invests more than 
US$50,000; (2) when a foreigner owns less than 10% of the shares or investment 
amount, (i) the assignment or designation of the management is allowed in contract, (ii) 
a contract governs the supply or purchase of raw material or products for more than one 
year, or (iii) a contract governs the transfer or introduction of technology or joint 
research and development. An FTZ occupant company that is a foreign-invested firm 
shall have an investment of: (1) more than US$10 million for a manufacturing business; 
(2) more than US$5 million for a logistics business.
  Korea’s port free trade zones provide the following benefits to occupant companies:
½  Exemption from customs duties, reduced corporate taxes, and competitive lease 
fees (Article 44).
½  Exemption from or refund of customs duties, liquor tax, special consumption tax, 
and traffic tax; refund of customs duties levied on raw materials to be exported; exemp-
tion from value-added tax or zero value-added tax rate (Article 45). 
½  Exemption from customs duties on construction materials imported from a foreign 
country in order to construct buildings and factories on any site or in any free trade zone 
(Article 46).
½  Reduction of and exemption from taxes including corporate tax, income tax, acqui-
sition tax, registration tax, property tax, and composite land tax, etc. (Article 47).
½  Exemption from traffic-incurred charges provided for in Article 18 of the Urban 
Traffic Improvement Promotion Act.(Article 48).
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½  Occupant firms may be eligible for specific assistance furnished by state or local 
governments to facilitate technology development activities or manpower training in 
free trade zones. The state or local government shall maintain and repair plant buildings
that are leased to occupant enterprises, and shall expand infrastructure of various types 
such as medical facilities, educational facilities, and housing, etc. (Article 49).
<Table 7> Designated Area of Free Trade Zones
  Source: MOMAF33
<Table 8> Creation of jobs by port FTZs (2011 base)
                                                                                                      Unit:1,000 m2,person, 1,000TEUs
  
  Source:  MOMAF, ditto 
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Designated Area
PECT
Gamchon
Busan Newport
Busan Port Gwangyang Port Incheon Port
Designated Area Designated AreaProposed Area
Yongdan
(near PECT terminal) 
West Gamchon
Phase1 and Phase2-1
Phase(ii-2, iii-1,2)
Incheon(terminal 1-8)
South port container
terminal
868,000 m2 6,755,00 m2 2,294,000 m25,451,000m2
Gwangyang
Busan
3028
4395
7423 88344 3652 913 3652 1631 90888
36036
52308
1473
2179
368
545
1473
2179
658
973
37062
53826
Hinterland Shipping Port Total 
Total 
Area employment TEU employment TEU employment employment
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<Table 9> Creation of added value by port FTZs (2011 base)
                                                                                                 Unit:1,000 m2,100 million won,1,000TEU
 Source: MOMAF, ditto
According to estimates released by MOMAF, stating total creative effect of employ-
ment job in 2011 will reach 90,888 including (Gwangyang port is 37,062 and Busan port 
is 53,826); Total creation of added value of port FTZs in 2011 will reach 118,424 (100 
million Won), including 48,224(100 million Won) at Gwangyang port and 70,200(100 
million Won) at Busan port (Refer to tables 8&9).
Korea’s Port type FTZs formally appeared after the central government designated 
Busan port, Gwangyang Port, and Incheon port as FTZs in December 2004. By the end 
of 2008, the number of tenant enterprises in the Busan and Gwangyang port FTZs had 
grown to 22 and 26 companies respectively, and the investment capital amount of two 
ports reached 39.93 billion Korean Won and 33.49 billion Won respectively.34
From a port cluster perspective, a port-type FTZ can not only enhance trading oppor-
tunities, provide cargo logistics cost savings, and promote financial transactions, but 
also encourage value-adding, especially after the port hinterland of an existing FTZ has 
been fully developed. For instance, the extension of Busan port’s FTZ in the beginning 
of 2009 is expected to generate 2.4 million TEUs during the next ten years and 3.6 
million TEUs in the next 15 years, and ultimately generate 1,300 jobs. The Busan port 
FTZ's port hinterland development strategy focuses on the promotion of logistics, distri-
bution, international trading, and shipping business.
Furthermore, the extension of the Gwangyang port FTZ provides hinterland on the 
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Gwangyang
Busan
3,028
4,395
7,423 100,477 3,652 14,112 3,652 3,835 118,424
40,985
59,492
1,473
2,179
5,692
8,420
1,473
2,179
1,547
2,288
48,224
70,200
Hinterland Shipping Port Total 
Total 
Area Value
added
TEU Value
added
Value
added
Value
added
TEU
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east side of the port. This port hinterland can handle 498,000 TEUs, generates 60.67 
billion Korean Won in added value, and has created 4,873 jobs. There were 27 tenant 
companies and investment worth 33 billion Korean Won at the end of 2008. The western 
part of the port has also been added to the scope of FTZ port hinterland in order to attract 
more domestic and foreign companies engaging in international logistics.
<Figure 3> Geographical Location of Busan Port and Gwangyang Port
<Figure 4> Designated Areas of Busan Port FTZ and Gwangyang Port FTZ
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Busan port FTZ Gwangyang Port FTZ
IV. Comparison of Port Free Trade Zones 
in Taiwan and Korea
After reviewing the port FTZ-related laws and regulations of Taiwan and Korea, the 
following conclusions can be made: (1) The governments of Taiwan and Korean have 
adopted similar incentives for encouraging occupant enterprises to import raw material 
or semi-finished goods from domestic or foreign sources into the FTZ for processing, 
assembly, and distribution, followed by re-export to other countries. This is intended to 
increase acquisition of foreign currency, and thereby facilitate the country’s export-
oriented economic policy. (2) While Korea’s port FTZs are confined to smaller areas or 
port hinterland, Taiwan’s port FTZs constitute major port container terminals, and 
include both front land and hinterland. (3) Although permitted economic activities in 
Korea’s port FTZs include global logistics, simple processing, trading, international 
transport forwarding, and wholesaling, enterprise categories in Taiwan port FTZs are 
more diverse than those in Korea, and include trading, warehousing, logistics, container 
consolidation, transshipment, repairing and fabrication, processing, manufacturing, 
displaying, and technical services. Non-FTZ enterprises may include financial, steve-
doring, catering, hotel, business conference, transshipment, and other service firms. (4) 
While goods imported by FTZ enterprises in Taiwan are exempt from customs duties, 
commodity tax, business tax, tobacco and wine tax, public health and welfare dues on 
tobacco products, trade promotion service fees, and harbor service dues, these preferen-
tial incentives apply solely to imports. Conversely, FTZ enterprises in Korea receive not 
only aforementioned exemption or reduction of custom duties and taxes on goods, but 
also exemption from customs duties on construction materials, enterprise taxes includ-
ing corporate tax, income tax, acquisition tax, registration tax, property tax, composite 
land tax, and traffic-incurred charges. In addition, in Korea, state or local governments 
may furnish funds to facilitate technology development activities and the training of 
manpower in free trade zones.
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<Table 10 > Comparative analysis on  port Free Trade Zone between Taiwan and Korea
  Dimension
Dimension
Taiwan’s port Free Trade Zone
Act for the Establishment and 
Management of Free Trade Zones
Ministry of Commerce, Industry and
Energy  
1. An industrial complex,
2. Airport. Harbor and hinterland,
3. Distribution complex
4. Cargo Terminal
Ministry of Transportation and
Communications
Act on designation and management of
free trade zones 
Korea’s port Free Trade Zone
Promulgated
Regulations
Establishment
Objective
Governance
Institution
Target Sectors
Preferential
Incentives
For developing the mode of operation for
a global logistic sand management sys-
tems, effecting aggressive promotion of 
trade liberalization and internationaliza-
tion, facilitating the smooth flow of per-
sonnel, goods, finance, and technology,  
upgrading the national competitive power,
and furthering the national economic de-
velopment.
Trading, warehousing, logistics, collect-
ing and distribution (cargo of) contain-
ers, transiting, transshipment, forward-
ing, customs clearance, assembling, sort-
ing, packaging, repairing and fabricating, 
processing, manufacturing, displaying, or
technological service     
1. Exempted from customs duty, commo-
dity tax, business tax, tobacco and wine 
tax, public health and welfare dues on to-
bacco products, trade promotion service 
fees, and harbor service dues.
2. Machineries and equipment to be tran-
sported overseas into a free Trade Zone 
by a FTZ enterprise for its own use shall 
be exempted from customs duty, commo-
dity tax, business tax, trade promotion 
service fees, and harbor service dues 
provided.          
1. Levying custom duties on Good 
produced, Exemption and refund of 
customs duties including liquor tax, 
special consumption tax act, the liquor
tax, special consumption tax , traffic tax,
value-added tax and zero rated value 
added tax.
2. Exemption of customs duties on 
construction materials, Exemption of 
enterprise taxes involving corporate tax, 
income tax, acquisition tax, registration 
tax, property tax, composite land tax, 
Exemption of Traffic-incurred charge    
Manufacturing business, wholesale busi-
ness, stevedoring, transporting, storing 
and exhibiting, supporting business, pub-
lic institution, state organ
1.The controlled district of an interna-
tional airport or an international seaport 
under the approval of the Executive 
Yuan,
2. of an adjacent are demarcate as a con-
trolled area, and an industrial park, Ex-
port Processing Zone, Science-Based in-
dustrial Park, and other area approved
by the Executive Yuan for the establish-
ment of a controlled district for the pur-
pose of conducting domestic and forei-
gn business activities where the compre-
hensive goods tracking system can be 
connected with the controlled district of 
an international airport or seaport by 
means of technological facilities.         
   
to accelerate the attraction of foreign
investment, the promotion of trade, the 
smoothness of international logistics and 
the development of regions, etc. by de-
signating and operating free trade zones
in which free activities of manufacture, 
logistics, distribution and trade, etc. are
guaranteed in order to contribute to 
developing the national economy    
  
In general, Korea provides occupant companies more attractive incentive measures 
than does Taiwan. It is therefore apparent that Taiwan's existing FTZ regulations and 
mechanisms must be revised in order to provide effective incentive measures and 
respond to competition from nearby countries.
V.Conclusion
 Many problems have remained unsettled and in need urgent solution since the central 
government designated four seaport and one airport FTZs, and the concept of FTZ port 
hinterland remains rather ambiguous for the government agencies involved. For 
example existing FTZ port hinterland functions are restricted to the provision of space 
providing for fabrication, processing, logistics, and trade, etc. This paper aims to clarify 
the many functions of an FTZ based on port hinterland perspective and explore the chief 
implications for the government of Taiwan by comparing the FTZ-related laws and 
measures of Taiwan and Korea.
A few conclusions can be summarized as follows:
  1. Port hinterland areas play a complementary role between ship cargo handling 
areas and local urban districts. In view of the port cluster perspective, FTZ can extend 
current pure logistic function to multiple functions connected with port hinterland 
development, including the establishment of a variety of parks in the FTZ, such as inter-
national trade and exhibition parks, technological R&D parks, venture business parks, 
assembling and processing parks, waterfront leisure parks, and academic research parks.
   2. According to the traditional concept of harbor utilization, a port is regarded as a 
place for cargo stevedoring and storage by government agencies, hence existing  
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logistics services, processing, production or other functions, especially in the case of 
Kaohsiung port and Keelung port. Nevertheless, the gradual recognition of the port 
hinterland perspective by the central government and individual port authorities has led 
to the construction of huge logistic parks behind the container handling areas at 
container terminal No. 6 at Kaohsiung port and one container terminal at Taipei port. 
  3. With the export-driven economic policies, Taiwan government should place 
emphasis on integrated port hinterland development in FTZs to strengthen the various 
functions of processing, assembly, distribution, and value-added logistics, but the 
functions of port-type hinterland in FTZs should be designed and organized in keeping 
with the development characteristics of the local economy. For instance, Taipei port has 
established an automatic car distribution park in line with the clustering of car assembly 
lines and major sales markets in northern Taiwan. 
   4. According to the FTZ Act of Taiwan, any government agency located in or 
adjacent to an international port is qualified to be a FTZ management agency. The Port 
of Taichung and Port of Kaohsiung may thus become FTZ management agencies. Since 
harbor bureaus and economic export zone administrations are located within the same
port areas, they have the same right of application for FTZ establishment. Moreover, 
because of overlapping marketing targets these agencies are targeting international 
logistics service providers and warehouse operators, and use the same cutthroat 
measures to attract domestic and foreign enterprises (like lower land rent and manage-
ment fees). Our government should hold periodical inter-organizational meetings and 
request the two administrative agencies to establish cooperative 
partnerships concerning promotion of FTZ business.
   5. Customs offices could organize the combined audit taskforces to inspect the   
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autonomous management performance of FTZ enterprises with regard to control and 
management, on-line computerized customs clearance and other accounting-related 
operation, and also conduct physical inventory of the goods involved (Article 19 of the 
FTZ Act) if necessary. In other words, customs offices could inspect FTZ enterprises at 
any time in order to avoid smuggling or other illegal acts freely. Since FTZs are located 
outside the nation's custom territory, any interference in private business activities from 
customs officers may decrease the investment willingness of domestic and foreign 
enterprises. Hence the custom authority should ease existing inspection regulations and 
mechanisms to ensure the freedom of operating activities and management systems in 
the FTZ.
   6. Due to recent political climate between the governments of Taiwan and China 
getting better, direct shipping route across Taiwan Strait has started to opening for 
Taiwan, Hong Kong and China-flag ships to navigate after two governments signed 
MOU of direct sailing by sea transport and air transport in December 2008. Besides, 
they started to hold a formal dialogue on setting up branch office each other and 
business travelling visa based on mutual benefit, therefore the prospect of FTZ port 
development seem like brighter in the near future, and Chinese companies should 
become a potential customer source for FTZ management authorities.
   7. We are in full agreement with the opinion of Jin and Li35  that that designated port 
hinterlands should integrate logistics, trade, industry, distribution and livelihood 
functions, etc.; however, the functions of port-ty pe FTZs should be coordinated with 
local industrial development models based on a port cluster perspective. For example, 
since precision machinery manufacturing is a leading industry in central Taiwan, a 
precision machinery manufacturing and distribution park can established in Taichung 
port. Consequently, it appears that there is some connection between port hinterland and 
port cluster, but this hypothesis requires further empirical proof.  
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   8. This paper fully supports the viewpoint of  Yang 36  that most well-developed free 
trade zones around the world offer a variety of benefits to the companies that operate in 
them. In other words, preferential incentives seem to be one of the critically important 
factors needed to attract FTZ tenant companies, and the governments of both Taiwan 
and Korea have adopted these measures as important marketing strategies. However, 
regardless of whether the linkage between preferential incentives and marketing perfor-
mance exists or not, further empirical investigation of the related issues, such as, how 
much FTZ competition is influenced by incentives offered to investors, and whether 
incentive contest among countries can really benefit the national economy, should be 
performed.* 
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